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Undergraduate Certificate in Pricing and Reimbursement in Health Economics

Reimbursement Systems and Policy

Reimbursement Systems and Policy are critical components of the healthcare system, particularly in the
context of health economics. This explanation will cover key terms and vocabulary related to
Reimbursement Systems and Policy in the undergraduate certificate program in Pricing and Reimbursement
in Health Economics. The terms and concepts covered in this explanation are:

. Reimbursement System

. Fee-for-Service (FFS)

. Capitation

. Bundled Payments

. Pay-for-Performance (P4P)
. Reference Pricing

. Formulary Management

. Prior Authorization

9. Step Therapy

10. Clinical Pathways

11. Value-based Contracting
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### 1. Reimbursement System

A reimbursement system is a payment model used in healthcare to compensate healthcare providers for the
services they render to patients. Reimbursement systems can be categorized into two main types:
prospective and retrospective. Prospective payment models involve paying healthcare providers a
predetermined amount for specific services before the service is delivered, while retrospective payment
models involve paying healthcare providers after the service has been delivered, based on the actual costs
incurred.

### 2. Fee-for-Service (FFS)

Fee-for-Service (FFS) is a retrospective payment model in which healthcare providers are paid for each
service or procedure they perform. FFS is the most widely used payment model in the United States and is
based on the volume of services provided, rather than the value or quality of care delivered. FFS has been
criticized for its potential to incentivize overutilization, leading to higher healthcare costs.

### 3. Capitation

Capitation is a prospective payment model in which healthcare providers are paid a fixed amount per
patient, per period of time, regardless of the number of services provided. Capitation is designed to
incentivize providers to deliver care efficiently and effectively, as they bear the financial risk of providing
care within the fixed budget. Capitation has been shown to reduce healthcare costs and improve quality of
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care in some settings.
### 4. Bundled Payments

Bundled payments are a prospective payment model in which a single payment is made to cover all the
services related to a specific episode of care, such as a hip replacement surgery. Bundled payments are
designed to incentivize providers to coordinate care and reduce costs, as they are responsible for managing
the entire episode of care within the fixed budget.

### 5. Pay-for-Performance (P4P)

Pay-for-Performance (P4P) is a payment model that ties reimbursement to quality and performance metrics.
P4P is designed to incentivize healthcare providers to deliver high-quality care, as they are rewarded for
meeting or exceeding specific performance targets. P4P has been shown to improve quality of care and
patient outcomes in some settings.

### 6. Reference Pricing

Reference pricing is a payment model in which a fixed amount is set as the maximum reimbursement for a
specific service or procedure. Reference pricing is designed to incentivize healthcare providers to compete
on price and quality, as they are free to charge less than the reference price, but cannot charge more.
Reference pricing has been shown to reduce healthcare costs and promote price transparency.

### 7. Formulary Management

Formulary management is a cost-containment strategy used by health plans and insurers to manage the
use of prescription drugs. Formulary management involves creating a list of preferred drugs, known as a
formulary, and negotiating discounts and rebates with pharmaceutical manufacturers. Formulary
management can also involve utilization management strategies such as prior authorization, step therapy,
and clinical pathways.

##4# 8. Prior Authorization

Prior authorization is a utilization management strategy used by health plans and insurers to ensure that
certain services or procedures are medically necessary and appropriate before they are provided. Prior
authorization involves obtaining approval from the health plan or insurer before the service is delivered,
and can involve reviewing medical records, diagnostic tests, and other relevant information. Prior
authorization can be time-consuming and burdensome for healthcare providers, but has been shown to
reduce healthcare costs and improve quality of care.

### 9. Step Therapy

Step therapy is a utilization management strategy used by health plans and insurers to manage the use of
prescription drugs. Step therapy involves requiring patients to try lower-cost drugs before moving on to
more expensive drugs. Step therapy can be used to promote the use of generic drugs and to reduce
healthcare costs. However, step therapy has been criticized for its potential to delay access to necessary
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medications and to compromise patient outcomes.
### 10. Clinical Pathways

Clinical pathways are evidence-based care plans that outline the steps involved in the management of
specific medical conditions. Clinical pathways are designed to promote best practices, improve quality of
care, and reduce healthcare costs. Clinical pathways can involve utilization management strategies such as
prior authorization and step therapy, as well as care coordination and patient education.

### 11. Value-based Contracting

Value-based contracting is a payment model that ties reimbursement to the value of care delivered. Value-
based contracting involves measuring outcomes and quality metrics, and adjusting reimbursement
accordingly. Value-based contracting is designed to incentivize healthcare providers to deliver high-quality
care and to reduce healthcare costs. Value-based contracting has been shown to improve patient outcomes
and reduce healthcare costs in some settings.

### Practical Applications and Challenges

Reimbursement systems and policy play a critical role in the healthcare system, as they impact healthcare
costs, quality of care, and patient outcomes. Healthcare providers, insurers, and policymakers must work
together to design and implement effective reimbursement systems and policies that promote high-quality
care and reduce healthcare costs.

One of the challenges in implementing reimbursement systems and policies is balancing the need to
contain healthcare costs with the need to ensure access to necessary care. Reimbursement systems and
policies that are too restrictive or burdensome can lead to delays in access to care, compromised quality of
care, and disgruntled healthcare providers. On the other hand, reimbursement systems and policies that are
too permissive or generous can lead to overutilization, higher healthcare costs, and inefficient use of
resources.

Another challenge is measuring the value of care delivered. Value-based contracting and other payment
models that tie reimbursement to quality and outcomes require robust data collection and analysis, as well
as valid and reliable quality metrics. Developing and implementing effective quality metrics can be time-
consuming and resource-intensive, but is essential for ensuring that reimbursement systems and policies
promote high-quality care and reduce healthcare costs.

### Conclusion

Reimbursement systems and policy are critical components of the healthcare system, as they impact
healthcare costs, quality of care, and patient outcomes. Understanding the key terms and vocabulary related
to Reimbursement Systems and Policy in the undergraduate certificate program in Pricing and
Reimbursement in Health Economics is essential for healthcare professionals, policymakers, and other
stakeholders. By designing and implementing effective reimbursement systems and policies, healthcare
providers, insurers, and policymakers can promote high-quality care, reduce healthcare costs, and improve
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patient outcomes.
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